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SUMMARY 


The Danish economy is still sluggish and will remain so until an inter- 
national upturn materializes and permits Danish exports to recover. 
Balance of payments considerations prohibit domestic economic incentives, 
and both fiscal and monetary policies are kept restrictive. Supplemented 
by incomes policy measures, these policies have been reasonably successful 
in keeping the economy in check; money supply growth has been reduced and 
both price and wage movements have been moderated. This has been accom- 
plished, however, at the cost of high and rising unemployment, about 8 
percent in 1978. 


Although domestic demand is not rising, the limited growth in exports has 
permitted only a small improvement in the trade and payments balances 
which are burdened also by rising debt management costs. In order to pre- 
serve foreign exchange reserves at their present comfortable level, the 
Danish government has borrowed actively in international markets. 


For American exporters the less than buoyant Danish market does not offer 
as bright prospects as before, but the market is still stable and worth ex- 
ploring. Overall prospects seem somewhat brighter for the second half of 
1978 and beyond. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The Economy is Still Sluggish 


Denmark is one of those OECD countries which in recent years have suffered 
sluggish economies with high unemployment rates and, at the same time, 
relatively high inflation rates and precariously large payments deficits. 
Some, but not all, of these conditions were induced by the oil crisis and 
the subsequent raw materials boom. Since the crisis, the Danish economy 
has been nearly stagnant or moving very slowly ahead, apart from 1976 
when direct and indirect tax relief provided strong but temporary growth. 
The fiscal stimulus that year, however, led also to a sharp increase in 
the payments deficit, and the Danish government has since been forced to 
keep both fiscal and monetary policies restrictive. These policies have 
been augmented by incomes policy measures which, supported by labor market 
conditions, have achieved limited success. 


Demand Restraints Pending Export Recovery 


Because of the obvious need to reduce both the large payments deficit and 
the rate of inflation, Denmark must put restraints on domestic demand. 

It has done so quite effectively (excluding 1976). For several years, a 
limited expansion of public sector activities and some growth in exports 
have been the only moderately bouyant factors in the Danish economy. Un- 
fortunately, exports have risen much less than the Danes had hoped because 
of continuing international sluggishness outside the U.S., particularly 

in such major Danish markets as Sweden, West Germany, and the United 
Kingdom. The Danes therefore favor concerted European and international 
measures for economic expansion. Likewise, there is strong Danish inter- 
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est in exchange rate stabilization internationally which might protect 
the Danish currency from recurring pressures. 


Fiscal Policy Checks Money Supply 


Since public spending is held in tight rein and the annual increase in 
public activities is limited to a few percent, the fiscal deficit is kept 
moderate as far as the operational budget is concerned. Some deficit has 
been unavoidable, however, as restrictions on consumer demand also restrict 
the increase in revenue, and high unemployment raises costs of social bene- 
fits. In addition, the government has recently had rising capital outlays, 
partly for previously legislated social funds and partly for deposits into 
workers' pension funds in compensation for a temporary partial suspension 
of wage indexation, which is a cornerstone of the incomes policy. The 
overall financing requirements of the central government are considerable, 
therefore, and although there are no statutory limits on the government's 
overdraft on the central bank, the Finance Minister has chosen to sell 
large amounts of short-term bonds in the market, sometimes in excess of 
current requirements, in order to soak up the liquidity provided by the 
budget. This policy has been successful as a large proportion of the 

bonds have been taken by the private non-banking market. The increase in 
the money supply has consequently been reduced from prior years' ex- 
orbitant rates to a rate within, or at least in concert with, the overall 
growth of the economy in current prices. 


While the efficient che on fiscally induced liquidity has removed or 
rce 


limited a source of inflation monetarily, it has also contributed to keep- 
ing domestic interest ] s very high. Short-term rates hover around 17%, 
long-term rates about one percentage point lower. In the market for pri-- 
vate mortgage paper, above 20% are not unusual. Although business 
is beginning to complain that financing costs in some instances are more 
burdensome than labor costs, the government and the central bank maintain 
that a high domestic interest level is necessary in order to stimulate 
borrowing abroad or even to prevent capital outflows which might worsen 
the already adverse balance of payments. In view of the often erratic 
movements of private capital flows, influenced by the recurring events 

of monetary unrest internationally, the government has actively exploited 
the international loan market in order to preserve foreign exchange re- 
serves at a comfortable level. These foreign loans by the government 

have not been permitted to affect domestic liquidity as their counter- 
part value is frozen in the central bank. The relatively ample reserves, 
augmented by swaps and other potential drawing rights, have prevented 
severe pressures on the Danish krone and have even permitted it to hold 

a relative position among the cooperating European currencies probably 
somewhat above its actual value. The tie to the so-called Snake and 
particularly to the strong Deutschmark actually tends to pull the krone 
up. Despite minor exchange rate adjustments downward in 1976 and 1977 

the krone has thus returned to its prior level, on a trade-weighted aver- 
age. This development has contributed to moderation of the inflation 

rate but has also reduced the benefits to competition which Danish ex- 
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porters could gain from cost moderation. Advocates of a significant 
Danish devaluation remain few, however, and such a step is firmly re- 
jected by financial authorities. While a continuation of the European 
monetary cooperation may require occasional adjustments in the exchange 
rates of the weaker partners, the relative stability of the Danish krone 
thus far this year would not seem to indicate that another adjustment 

in the krone rate is urgently required. 


Incomes Policy Supplements Fiscal/Monetary Restraints 


When Danish authorities oppose devaluation of the krone, it is not only 
because they value the exchange rate stability provided by the European 
monetary cooperation, but also because they are convinced that the immedi- 
ate, competitive benefits provided by devaluation would soon be lost by 
another increase in inflation, i.e., that the present efforts of an ef- 
fective incomes policy would be jeopardized. The government has seen 
progress toward its objective of lower wages, although its target of 6% 
per annum established in 1976 has not been fully adhered to. Both govern- 
ment efforts and market forces have contributed to keeping wage increases 
in check. 


The strength of market forces is clearly indicated in export-oriented 
industries where wages have risen least. Official policy, on the other 
hand, has restrained wage rises in the large public sector. The tempor- 
ary, partial suspension of wage indexation, compensated for by pension 
fund deposits by the government, has played a role overall but will pose 
a critical problem when the present arrangement expires in the spring of 
1979, together with national labor contracts. The rise in hourly in- 
dustrial wages fell from 12% in 1976 to below 10% in 1977 and this year 
may be reduced to about 8%. The public sector wage rise fell from 9% to 
7%, where it stabilized. 


Resumption of full indexation from 1979, including the temporarily sus- 
pended compensation, would make it difficult to preserve the present wage 
trend even if trade unions should accept contract renewal without further 
benefits. Although there are indications that trade unions, traditional 
militancy notwithstanding, are coming round to accept that the present 
situation is not opportune for large wage increases, they may well seek 
other kinds of advantages; for instance, a pledge for definite progress 
toward eventual worker co-ownership. 


In the meantime, the labor-oriented government is pushing legislation to 
tax capital gains equally with wage earnings and to improve housing sub- 
sidies. This is a difficult enough task for a minority government and 

is further complicated by the probability that additional tax measures 
may well become necessary later this year or early next year unless the 
trade and payments balances perform better than at present. Efforts 
toward economic-political compromise and a majority coalition government 
including the liberal parties recently proved abortive, and loud calls 
for alternative policies by the liberal-conservative opposition may force 
the Government to go to the country next fall. 





Slow Demand Holds Production and Investment Down 


Very limited exports gains, better for agriculture than for industry, 
and restrained domestic demand are likely to hold the overall rise in 
production below two percent, or not much more than last year. The 
first half of 1978 was quite depressed but the second half will probably 
be more active, pointing toward a higher growth rate in 1979 unless 
halted by new fiscal measures to protect the balance of payments. 


By the end of 1977 wage moderation and tax increases led to some decline 
in real wages which presumably persisted into the first half of 1978. 

By mid-year, however, tax effects were almost exhausted and since prices 
were moderated even more than wages, real earnings started to rise again. 
The annual increase in consumer demand must still be expected to be 
nominal, however. 


On the investment side, favorable marketing conditions for agriculture 
have led to a healthy increase in farm investment while industrial in- 
vestors remain hesitant. Some increase was registered in plant and other 
business construction but none in equipment. Conflicting trends showed 
in homebuilding, affected also by uncertain prospects regarding future 
home tax practices, but the eventual volume of residential construction 
this year will probably show little change from last year. 


Labor Force Growth Aggravates Unem 


A production increase of two percent or less, of which a fair part may 
come from agriculture, is clearly insufficient to preserve present levels 
of employment, regular productivity gains considered. Over the past year, 
employment has been essentially unchanged as some increase in public 
sector employment made up for a corresponding decline in manufacturing. 
Unemployment continued to rise, however, as inflows of new labor to the 
labor market, not least female labor, continued at rates much higher 

than those of active population growth. Overall job insecurity has led 
many to seek the shelter of the liberal unemployment insurance system. 
The registered unemployment rate is likely to stay at 8% or higher for 
some time. Efforts are being made to dispose of some of the excess 

labor through early-retirement plans, and analysis to determine to what 
extent present unemployment is structural rather than cyclical is being 
undertaken. Outside of the social effects of unemployment, which parti- 
cularly concern the relatively large proportion of unemployed youths, 
demand effects are effectively mitigated by unemployment benefits at an 
average level of 75% of wages. 


Slow Reduction in Trade and Payments Deficits 


With domestic demand constrained, last year's import decline continued 
in the first half of 1978, but imports may level off or even rise some- 
what in the second half of the year. As indicated above, export per- 
formance has been somewhat disappointing thus far this year. There were 
gains in farm exports but industrial export stagnated. Although export 
prospects look brighter forthe second half of the year, the overall im- 
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provement in the trade balance will be moderate despite improvements in 
the terms of trade. Since, in addition, the net balance on invisibles is 
less positive than before and debt interest payments are rising sharply, 
the improvement in the current balance of payments is likely to be smaller 
than planned. The current deficit was reduced last year to about $1,700 
million and may, at best, be cut by another $300 million this year. Con- 
sidering that domestic demand constraint could become less and that terms 
of trade could worsen, further reduction of the deficit is unlikely to 
materialize until exports show definite recovery. Until then, borrowing 
abroad, by the government if not by the private sector, will be required 
to cover the deficit and to preserve foreign exchange reserves. While 
borrowing thus far has not been difficult for Denmark, total foreign 

debt is reaching 20% of GNP and debt management costs represent an in- 
creasing burden which will slow the elimination of the payments deficit. 


IMPLICATIONS FOR THE UNITED STATES 


As described above, the present situation of the Danish economy is far 
from satisfactory, particularly when viewed against the background of the 
pre-oil crisis decade of steady progress and growing wealth. Denmark, 
however, is still one of the wealthiest countries in the world with an 
income level pretty much on a par with that of the United States. Equi- 
table income distribution and well-developed social services add to 
market stability. As personal disposable income per capita is around 
$6,000, even present moderate restraints do not detract from the fact 
that here is a consumer market which U.S. exporters could exploit better 
than they have done in the past. Recent developments in price and ex- 
change rate relations should make many U.S. products very competitive. 


During the first half of 1978, the overall picture of U.S. exports to 
Denmark was dimmed by much reduced sales of grain and feedstuffs. This 
was a reflection, however, of good Danish crops last year. While de- 
mands for imported fodders may not rise much this year, Danish agri- 
culture actually is, because of favorable marketing conditions, in a more 
expansive mood than most other sectors. This situation should therefore 
remedy itself. Among other agricultural commodities, American exporters 
are getting their fair share of rising tobacco imports and a growing 
share of an expanding market for fruit and vegetables. 


If the grain and fodder trade is disregarded, U.S. sales follow the over- 
all trends of Danish imports, i.e., a small nominal gain but some decline 
in quantities, but with variations from one commodity group to another. 
Heavy price competition by Canadian suppliers have deprived the U.S. of 
its prior dominant position in the market for plywood, which otherwise 

is keeping up surprisingly well. Danish pre-fab exports probably compen- 
sate for the slowdown in domestic residential construction. 


While investment overall, outside of agriculture, shows little expansion; 
several Danish analyses point to very wide variations between industries 
and even between branches of industries. This is also reflected in the 
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actual import pattern where there are both ups and downs and where U.S. 
suppliers are both gaining and losing market shares. Certain present in- 
vestment incentives expire by the end of the year which may tend to 
strengthen sales of industrial equipment in the second half of 1978, 
where industrial attitudes seem more optimistic than in the past six to 
twelve months. Although savings and investment have declined somewhat 
during the recent difficult years, the investment rate is still rela- 
tively high by international standards and the market for investment 
goods well worth exploring. 


The exploitation of Danish crude oil deposits in the North Sea, which is 
expected to more than triple by the early eighties, offers excellent op- 
portunities for the sales of U.S. equipment and services. Furthermore, 

the exploitation of natural gas reserves will eventually require equip- 

ment and know-how not available in Denmark. 


Because of theopenness of the Danish economy and the country's strong 
dependence upon international trade, Denmark traditionally shares U.S. 
interests in fighting trade restrictions, whether present or prospective 
and in working for international monetary stability. In its present 
situation the country has a strong interest in efforts toward concerted 
international action to fight recession. 


Significant U.S. Export Possibilities: 


Investment goods for agriculture, manufacturing and construction. Off- 
shore equipment and services. Selected meat products. 
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